ACCT 5308 – Partnership Taxation
Group Tax Return Project / Due: 11/23/2010 no later than 11:59p.m.

FACTS
Nathanial Morto, David Morto, and Claire Morto are all morticians. All three graduated from Texas Tech University mortuary school and initially started their own funeral homes as sole proprietorships in West Texas. The funeral directors decide to form an LLC, which will be taxed as a partnership called: Here Today, Gone Tomorrow Funeral Home, LLC on January 1, 2009.  They choose to use the cash method of accounting.  Note that they do not carry the caskets in stock thus it is not inventory.  They simply make a commission on the sale of each casket.

On January, 1, 2009, the LLC was created and capitalized as follows:

1. Nathanial contributed land with an adjusted basis of $30,000 and a fair market value of $80,000.  He also contributed the building on that land that had an adjusted basis of $70,000 and a fair market value of $270,000.  The land and building are encumbered by a bank-financed mortgage of $150,000 that the LLC will assume. This real estate has 10 years of depreciation remaining. 

2. David contributed cash of $40,000 and accounts receivable with a fair market value of $100,000 and furniture and fixtures with an adjusted basis of $10,000 and a fair market value of $60,000.  The furniture has 5 years left for depreciation purposes. 

3. Claire contributed cash of $75,000, a plot of investment land with an adjusted basis of $25,000 and a fair market value of cash of $75,000 and mortuary equipment with an adjusted basis of $80,000 and a fair market value of $50,000. The mortuary equipment was business property in her hands.  The assets have 3 full years of depreciation left.  

Other LLC information:

1. The LLCs address is 100 19th Street, Lubbock, TX  79409.
2. On 1/1/09, the firm incurred $4,500 of organization costs to form the firm.  Since this amount is less than $5,000, the firm expenses them for both book and tax in 2009. 
3. The LLC is a cash basis LLC.  The LLC uses the same method of accounting for book and tax.   The LLC management wishes to maximize depreciation deductions by taking advantage Section 179 for both book and tax since no financial statement audit is performed.
4. All partners are calendar year, cash basis taxpayers.
5. Nathanial’s SS# is 231-45-6789, David’s SS# is 325-45-8987, and Claire’s SS# is 521-45-8798.
6. Nathanial’s address is 1212 Utica Avenue, Lubbock TX  79424, David’s address is 1212 Utica Avenue, Lubbock, TX  79424,  and Claire’s address is 8106 Toledo Avenue, Lubbock TX  79111.  
7. The partners agree to share profits and losses and all separately stated items in accordance with initial capital contributions.  
8. The partners agree to take a $12,000 per partner draw each month.
9. Because Nathanial serves as the managing director, the firm agrees to pay him $75,000 per year for this service regardless of the LLCs net income.  
10. On October 16, 2009, the LLC sold the investment land for $105,000.
11. During 2009, all the outstanding accounts receivable contributed by David that could be collected were but $20,000 were eventually written off as bad debts. 
12. On May 10, 2009 the LLC acquired additional furniture and fixtures for $70,000, computer equipment for $90,000, and embalming equipment for $140,000 from a retailer that specializes in funeral home supplies and equipment.  They financed this purchase by putting 20% down in cash and signing an no interest, no payment note for 18 months for the balance.  The full amount of the loan will be due in November 2010. 
13. Principal payments on the Building loan were made in the amount if $20,000.  The investment loan principal payments were $20,000.


14. The Book Accounting for Firm operations are as follows:

Gross Revenues – Funeral ops	$5,950,000
Commission Inc. – Casket sales	$855,000
Salaries and wages		$625,000
Payroll taxes and fringes		$73,000
Repairs				$48,000
Flowers				$78,230
Chemicals and Embalming fluid	$192,500
Limo Rentals 			$52,500
Taxes and licenses		$78,000
Mortgage interest		$95,000
Employee benefits		$57,000
Charitable contributions		$28,000
Interest income			$18,500
Partner’s health insurance	$24,000 (split evenly)
Legal and professional		$68,000
Travel				$45,500
Professional seminars		$52,000
Meals and entertainment		$52,800
Tax Exempt Interest		$47,000
Payments made to lobby groups	$40,000
Penalties and fines		$27,500 (paid to Lubbock)
Partners life insurance premiums	$21,000 (split evenly)

15. The LLC is not a tax shelter
16. The LLC is not subject to the consolidated audit procedures of Sec. 6221
17. The LLC is not publicly traded.
18. The LLC is also an active member of another funeral home LLC called “From Here to Eternity-- Comfortably”.  On 2/1/2009, they borrowed a bank loan of $140,000 and invested the proceeds in this LLC for a 60% ownership in the firm.  This was their only contribution to the LLC. The EIN number is 06-3428675.  This K-1 for 2009 shows the following information:  Net ordinary loss from operations:  ($260,000).  For book financial statement purposes, the equity method of accounting is used for purposes of this investment.  For tax purposes, the basis in the investment should reflect the rules of Subchapter K and Sec. 465.  

Requirements

1. Prepare, in good form with all proper schedules, the 2009 LLC tax return for Here today, Gone Tomorrow Funeral Home LLCs.  

2. Prepare a statement for each partner detailing their original basis in the LLC and their tax and at risk basis at 12/31/09.

Other Information

1. This project must be completed using either the IRS fill in forms found on the IRS web page at www.irs.gov or you may use a professional program if you have access to such at your firm/s.  
2. If you have any questions on the project, ask the client (i.e., the professor).  Making an incorrect assumption will cost you points on the final project.
3. The project is worth 100 points.  The points will be allocated throughout the tax return and the basis statements.  
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